The objective of this reseach is to test the phenomenon of flypaper effect in local governments in Aceh Province during 2008 to 2012. The research used panel data analysis. Technically, it regresses the independent variables of the local owned revenue and unconditional grants on dependent variable of public spending where the institutions as a moderating variable. The flypaper effect was found in the case of public and infrastructure expenditures. The study also found that the institution is capable to reduce the use of unconditional grants. It means that by the role of institution the local owned revenue can be optimized.
Introduction
The government of Indonesia effectively implemented Law No. 25 of 1999 on Financial Balance between Central and Regional Governments in 2001. The enforcement of the law led Indonesia into a new era in fiscal decentralization and structural transformations, where in the earlier era the management of regional finance was more centralistic. Now it is more decentralized. The goal of this change is to create and develop a public system that is capable for providing more effective and efficient local public goods and services by steadily mai ntaining the macroeconomic stability. It is realized by transferring some authorities to make spending and to collect taxes to local governments and by providing grants in form of transfers from central government to local governments.
The sources of funding for local government spending consists of PAD (Local Owned Revenue), balancing fund, and other legal incomes. The PAD consists of local taxes, local user charges and other legal revenues. Balancing fund is a local funding sourced from national budget that is consisting of Sharing Fund (DBH), General Allocation Fund (DAU), and Special Allocation Fund (DAK). For Aceh Province, as shown on Table 1 , during 2008-2012 it can be seen that the revenues of Aceh Provice sourcing from unconditional grant was increasing as compared to the PAD. It means that Aceh's local expenditures were predominantly influenced by the contribution of unconditional grant. Thus, to enhance the capacity of local governments in funding their expenditure, it urgently need to strenghten the local governments' capacity in generating income from taxations. The predominance of transfer role relative to PAD in funding the local government expenditures had created such highly dependency of local government to this transfer fund. International empirical evidences show that the high dependence on transfer were negatively related to the outcome of the local government. It suggests that local governments should be more wise in their expenditures sourcing from their local owned revenue rather than sourcing from the intergovernemntal transfer fund (grant) from the central government (Mello and Barenstrei, 2001 ).
Flypaper effect is phenomenon to describe when a dollar of exogenous intergovernmental fiscal transfer leads to significantly greater public spending than an equivalent dollar of citizen income: money sticks where it hits (Inman, 2008) . Some other empirical studies of flypaper effect were conducted, e.g., Deller et. al., (2007) and Deller and Maher (2005) in America, Sagbas and Saruç (2004) in Turkey.
Interestingly, however, a research by Maimunah and Akbar (2008) suggested that flypaper effect has been disclosed not only in local governments with lower PAD but also it happened in the local with higher PAD. Some of them wera found in some districts/municipalities in Sumatra. It indicates that there are stronger factors such as politics in addition to other economic reasons (Courant et al., 1979) . The political factor in this case is local economic governance (institution) that greatly cause the occurrence of flypaper effect. Bailey and Stephen (1998) claimed that interest groups, rather than voters, are the major players in budgeting. The powers of pressure groups certainly vary from one program to another and thus the sizes of flypaper effect equally vary in accordance with the categories of expenditures.
The basis of theoretical rationale was on flypaper effect. The flypaper effect phenomenon could be described as follows: a $1 increase in local owned revenue income should has the same impact on public spending as receiving $1 in form of general-purposed transfer. In fact, however, all empirical studies show that the $1 received by communities in a form of generalpurposed transfer tends to be used to increase local spending by increasing local owned revenue incomes of more than $1. Budget fund tends to stick where it is spent for the first time (money "sticks where it hits"), causing the part that is left for actually smaller tax relief than expected (Boadway and Shah, 2009 ).
According to literature, there are two explanations for flypaper effect that rely on public choice reasoning, these are bureaucratic model and fiscal illusion. Bureaucratic model suggests that flypaper effect is due to the behavior of bureaucrats that have more freedom to spend transfer funds than to raise taxes. McGuire (in Kuncoro, 2007 ) labels it as politician greed. Therefore, flypaper effect occurs due to the superior knowledge of bureaucrat on transfer funds. The more information that bureaucrats have means that they may give more expenditures.
On the other side, fiscal illusion model bases its study on the viewpoint of communities who have limited information on their regional government budget. Fillimon et. al (1982) developed a hypothesis of fiscal illusion in a context of community's lack of knowledge on the amount of transfer funds received by their local government. In this case, regional governments hide the amount of transfer funds they received from the central government and then they spent them to top level expenditures that the community wants.
Political economy literatures dealing with governance are still in a process toward achieving a mutual agreement or consensus. Generally, governance is meant as traditions and institutions that decide how policies are implemented in a country (Kaufmann et. al., 2000) . Weiss (2005) said that governance is related to strategies, processes, methods, and mechanisms in governing a country and fulfilling public demands and interests. Weiss maintained that good governance is related to democracy and fulfillment of civil rights, transparency, rule of law, and efficient public services. Governance also involves the interactions of public and private institutions with community. Likewise, Chibba (2009) explained that governance issues are part of people that have been integrated since the onset of civilization, and it particularly upholds certain values, ethics, and prevailing rules, and justice to be enforced, and related to how people is governed and who shall hold powers and authorities.
Moreover, North (1981) stated that institutions are community's rule of game or, formally, the constraints occurring humanly that create human interactions. The constraints is affected by force (North, 1990) . The force is intended for the economic actors to accept the rule of game. Economists have developed North's idea in order to create a drive for economic growth by using different perspectives. The cores of their goal are the same, e.g., to reduce uncertainty and enhance efficiency. New political economy, for example, resists the importance of structure adjusting programs by removing rent-seeking and corruption motives (Kuncoro, 2012) .
Literatures specifically deal with the relationship between institution and flypaper effect are still lacking. Bailey and Stephen developed a model where interest groups, not voters, are the key player in budgeting. The political powers of pressure groups certainly vary from one program to another, and thus the sizes of flypaper effect vary with the categories of expenditures. For Oates (1988) , the political powers that emerge in budgeting processes are already sufficient to meet the theoretical norm for an occurrence of flypaper effect. Deller and Maher (2005) studied the categories of public expenditures with a focus on the occurrence of flypaper effect and found that the effect of unconditional grant in the categories of expenditures is greater on nonessential needs or luxury needs such as parks and recreations, culture and educational services rather than on essential or normal needs such as security (police) and fire protection.
Local owned revenue (PAD) is the own source of local revenues that should be constantly increased to be capable of bearing a part of expenditure burden required for implementing governmental affairs and development activities. It is expected to be steadily increasing year by year so that the self-sufficiency of broad, real, and responsible regional autonomy can be realized. The key characteristics of a local government that is capable in implementing its autonomy may be characterized by regional financial capacity and dependency to central aid.
Based on some empirical studies related to flypaper effect and their model, it could be seen as follows: 1. Deller et. al. (2007) The three models above discovered the greater influences of transfer funds on regional expenditures than that of PAD on regional expenditures. It means that there is flypaper effect. It indicates that regional governments tended to just waiting for the transfer funds (grants) from the central government, and they didn't try optimally to cultivate their potential resources for increasing their PAD.
However, a research by Pramuka (2011) showed the opposite result, i.e., there was no flypaper effect. It means that the allocation funds from central government only served to support regional governments in increasing their PAD. Regional governments should not rely their regional expenditures on general allocation funds which is in line with the goal of the central government grant.
In brief, the framework of thought begins in flypaper effect. Flypaper effect is a condition where the rises in transfer funds tend to stimulate more strongly on spending or expenditures than the comparable rises in revenues. However, experts maintain that institutional factors predominantly result in a flypaper effect. For Oates (1988) , institutional powers that emerge in budgeting processes are already sufficient to meet the theoretical norm for an occurrence of flypaper effect. Thus, it can be said that institutions have an influence on the relationship between PAD and unconditional grant after excluding public expenditures and infrastructure expenditures. To be clearer, see Figure 1 below.
Grounded in the framework of thought and the result of empirical studies of earlier researchers, the following hypotheses were proposed: (1) Institutions have influence on the relationships between unconditional grant and public expenditures; (2) Institutions have influence on the relationships between unconditional grant and infrastructure expenditures. 
Research method
The research population was all districts (18)/municipalities (5) in Aceh Province. The research was conducted by a census method with secondary data in form of time series from 2008-2012, whereas cross section data consisted of the 23 districts and municipalities, so that it pooled the data, i.e., a combination of time series data (2008-2012: 5 years) and cross section data of the 23 districts and municipalities. T he process of combining intertemporal data (time series) and interpersonal data (cross section) is called pooling whereas the data generated was called pooled data or panel data. The data collection method used in the research was documentation, where the data was collected by gathering information from official documents published by governments, e.g., Regional Autonomy Implementation Monitoring Committee (KPPOD) and Directorate General of Fiscal Balance (DJPK).
The data analysis method used was a multiple regression analysis method. Multiple regression analysis is an analysis using more than one independent variable. The equation model used was one that analyze the influence of transfer from expenditure side, that is, public expenditures. Next, to test the flypaper effect in the Government of Aceh Province, the study applied the model used by Sagbas and Saruç (2004) . The study use a specification of log linear and the model was then specified in form of a model as follows:
Log PB it = β 0 + β 1 logUG it + β 2 log PAD it + β 3 Ins it + β 4 {(logUG it ) x (Ins it )} + e it (1) where, log PB is log of public expenditures, log UG is log of unconditional grant, log PAD is log of local income, Ins is the institution for which regional economic governance indexes serve as a proxy, and log UGINS is interaction of log UG and Ins. The equation also explains that the variable of log UG and Ins is a moderating variable that accounts for the influence of the moderating variable of Ins on the relationship between log UG and log PB. Likewise, in analyzing the influence of transfer of infrastructure expenditures, the study followed earlier researches such as Deller and Maher (2005) . The study was carried out based on a panel data model to examine flypaper effect. In dealing with the issue, the study used a specification of log linear and then the model was specified in a form of the following model:
Log PI it = 0 + 1 logUG it + 2 log PAD it + 3 Ins it + 4 {(logUG it ) x (Ins it )} + µ it. (2) where, log PI is log of infrastructure expenditures, log UG is log of unconditional grant, log PAD is log of local income, Ins is the institution for which regional economic governance indexes serve as a proxy, and log UGINS is interaction of log UG and Ins. The equation also explains that the variable of log UG and Ins is a moderating variable that accounts for the influence of the moderating variable of Ins on the relationship between log UG and log PI. Based on equation 1 and 2, it is expected that flypaper effect can be obtained by the value of the coefficient of unconditional grant that is greater than that of the coefficient of revenue. Conversely, if the coefficient of unconditional grant is smaller than that of the coefficient of revenue, flypaper effect doesn't occur.
Result and discussion
The components of PAD consist of regional tax, local user charges, and other legal PAD. In a framework of the implementation of regional autonomy, PAD is the most strategic indicator in seeing the map of the regional government capacity to finance its development, as well as a picture of the self-sufficiency of a regional government.
From the four PAD components, regional tax and retribution expectedly play the biggest roles.
The comparison between the total PAD and total regional revenues (TPD) is called fiscal decentralization degree ratio. This ratio indicates the degree of PAD contribution to total regional revenues. The higher the contribution of PAD is, the higher the capacity of regional government is in implementing decentralization. The capacity of local government as computed from the ratio of PAD and total regional revenue could be seen in Table 2 . Average 5,12
The table above shows that the average ratio of PAD and total regional revenue was 5.12%. Though the ratio was constantly fluctuating, regional financial capacity of Aceh Province government was very weak, being in a decentralization degree interval scale of 0.00 -10.00. The reason is that there was a dependence of regional finance on the balance funds from the central government which was ever increasing from year to year. It implies that the government of Aceh Province couldn't yet optimize its own potentials.
In line with the implementation of regional autonomy and fiscal decentralization in 2001, fund transfers from APBN (national budget) to local governments are allocated in form of balance funds. These transfers are aimed at (1) reducing fiscal discrepancy between central and local governments and (2) enhancing the quality of public services in local governments and reducing interregional discrepancies of public services. Relating to this, for the ratio of dependence, i.e., a comparison between the amount of transfer revenues and total regional revenues (Table 3) . Table 3 shows that the transfer revenues from the central government and total regional revenues were slightly fluctuating. The average ratio was 89.26% indicating that the dependence on transfer funds from the central government was very high. If the percentage is greater than 50.01% then it indicates that the regional government is still not optimal in utilizing its transfer funds for investment to increase its PAD.
The development of regional expenditures can be seen from a harmoniousness ratio. The ratio indicates the capacity of regional government in prioritizing optimally its fund allocations to public and routine expenditures. The higher the percentage of funds allocated to routine expenditures is, the smaller the percentage of the public expenditures used to provide economic facilities and infrastructures will be. For more detail, see Table. The table showed that the percentages of public (PB) and operating expenditures (PR) were fluctuating slightly, though there were increases in term of budget. In general, the regional government tended to increase public facilities and infrastructures in attempt to boost the local economy. It could be seen from the percentages of public expenditures that received a larger proportion than the routine expenditures did. Figure 2: An Index of Regional Economic Governance
Meanwhile, the institutions from regional economic governance side could be seen on Figure 2 . The figure showed that in 2012 Sabang Municipality fell into a category of the best economic governance, i.e., 84, whereas the worst economic governance was Aceh Jaya, 35. KPPOD (2007) identified some constraints such as the barriers that arose from regional government programs in developing private enterprises, land accesses, and legal uncertainty. Moreover, there were still some obstructions in interactions between regional government and entrepreneurs, inefficiency of regional retributions, business license affairs, security and conflict resolution, and the integrity of regents/mayors.
In addition to the result of description as presented above, it also needs to see the result of regression to answer the hypothesis. The result of regression could be seen in Table 5 . The result of estimation showed that flypaper effect can be found from the coefficient of unconditional grant that influences significantly to public expenditures, i.e., an increase of 1 percent in unconditional grant cause an increase 0.74 percent in public expenditures, compared to only 0.26 percent in PAD. Note: * significant at 5% significance level Note: * significant at 5% significance level
In addition, institutions influenced the increases in public expenditures. It could be seen when the variable was moderated, the result shows that institutions were capable of reducing the use of unconditional grant by 0.743384 percent, due to the role the institutions played in optimizing PAD. However, this decrease in transfer was still smaller. Therefore, in the future, institutions should be optimized further by various pro-growth programs and activities, such as by developing regional special products.
The estimation result on the Table 6 above indicated that flypaper effect can be found from the amount of unconditional grant that influences significantly infrastructure expenditures, i.e., an increase of 1 percent in unconditional grant caused an increase 0.48 percent in infrastructure expenditures, compared to 0.38 percent in PAD.
In addition, institutions influenced the increases in infrastructure expenditures. It could be seen when the variable was moderated, the result showed that institutions were capable of reducing the use of unconditional grant by 0.477796 percent, due to the role the institutions played in optimizing PAD. However, this decrease in transfer was still small. Therefore, in the future, institutions should be optimized further by various pro-growth programs and activities, such as by developing regional special products.
Conclusion
Flypaper effect has an impact on the increases in public expenditures and in other public sectors such as infrastructure expenditures, because regional governments responded more to transfer funds than to PAD in increasing their expenditures. In addition, institutional factors have some influence on the increases in public expenditures. It could be seen when the variable was moderated, the result of which showed that institutions were capable of reducing the use of unconditional grant, due to the role the institutions played in optimizing PAD. Based on the research findings the local governments should allocate their budgets as efficient as possible to the programs and activities in the sectors that based on the public or community interests so that the regional government can increase their PAD.
